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On July 2, the Chilean Senate gave final approval to a free-trade accord with Canada, which will
help pave the way for Chile's future entrance into the North American Free Trade Agreement
(NAFTA). The pact is Chile's first free-trade accord with a member of the Group of Seven (G-7),
made up of the world's most industrialized countries. It is also the first pact signed by Chile that
includes environmental and labor stipulations. As the largest country in the Western Hemisphere,
Canada offers Chile a market of close to 30 million consumers, with a purchasing power of US$155
billion per year, according to the Chilean daily El Mercurio.
Chilean officials have said the treaty could boost bilateral trade, currently about US$670 million a
year, fivefold over the next decade. The agreement is the most far-reaching and complex of several
deals Chile has reached with various countries and blocs in the last three years. "This is a historic
moment for Chile," said Finance Minister Eduardo Aninat after the vote. "We have negotiated as
equals with a G-7 country."
According to Canadian Ambassador Marc Lortie, "Canada doesn't have many free-trade
agreements and it's the first time we've signed one with a country in South America, so it's really
giving direction to our private sector. This gives them a tremendous incentive to come to South
America." The agreement also makes it easier for companies from either country to invest in the
other. Canada is already Chile's second-largest investor, with about US$8 billion in Canadian capital
currently in the country, mainly in mining.
In the negotiations, President Eduardo Frei's administration obtained broad trade benefits that
it hopes will reduce Chile's trade deficit with Canada, which reached about US$268 million last
year. In 1996, Chile exported close to US$140 million worth of goods to Canada, out of its total sales
of US$15.3 billion, while it imported US$408 million from Canada, of a total of US$16.5 billion in
purchases. Under the bilateral agreement, 80% of Chilean exports to Canada will immediately begin
to enter that country tariff-free. The tariff-free status will also apply to 76% of Canada's exports to
Chile, and will include computers, refrigerators, automobiles, and televisions.

Farmers oppose treaty
The treaty met opposition in the Chilean Congress mainly from rightist senators representing
farm districts in the south, where their constituents fear they will be hurt by Canadian agricultural
imports. "Maybe this agreement has some positive effects, but it's highly negative for our
agriculture, for the south, and the people who live there," said Sen. Bruno Siebert, one of the
six senators who voted against the agreement. The right refused to support the treaty unless the
country's current uniform tariff of 11% is reduced to 8%, which would cut farmers' expenditures on
machinery, fertilizers, and other imported equipment.
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Last Sept. 9, Finance Minister Eduardo Aninat guaranteed that the uniform tariff would be reduced
in the first half of this year as a condition for support for Chile's association with the Southern Cone
Common Market (MERCOSUR), comprising Argentina, Brazil, Paraguay and Uruguay (see NotiSur,
07/19/96). The association with the South American bloc became a top priority last year, after
the US Congress put off Chile's entry into NAFTA. The MERCOSUR agreement went into effect
on Oct. 1, 1996, and in November, President Frei signed the free trade agreement with Canada's
Prime Minister Jean Chretien, pending the legislative approval. Partido de Renovacion Nacional
(PRN) Sen. Sebastian Pinera said the opposition agreed to the treaty with Canada, along with the
continued Value-Added Tax (Impuesto al Valor Agregado, IVA) of 18%, when the government
fulfilled the tariff commitment.
Nevertheless, farmers are still smarting from the MERCOSUR agreement, since they insist that
Chile will be flooded with cheap Argentine and Brazilian grain. And, they say, the Canadian accord
will make the situation even worse. To placate farm groups, tariffs on an array of agricultural
products that range from cheese and eggs to meat will be the last to come down, some staying into
effect well into the next century. The tariff on wheat flour, Chile's main import from Canada, will
not be removed until the year 2014. Despite the opposition, the treaty passed overwhelmingly in the
Chamber of Deputies by a 78-21 vote.
While the debate on the Senate floor lasted more than five hours, the accord was finally approved
by a comfortable majority of 34 to six, with three abstentions. Chile eyes NAFTA membership next
Both governments say the treaty will facilitate Chile's entrance into NAFTA because its terms closely
mirror those of NAFTA so much so that it has been called "NAFTA Light." Chile already has a freetrade pact with the third NAFTA partner, Mexico, leaving only the US to negotiate a tariff reduction
agreement with Latin America's most prosperous nation (see Sourcemex , 01/29/97).
Chile's long-standing invitation to join NAFTA has been stalled in the US Congress, however, where
lawmakers have so far failed to approve fast-track powers for US negotiators. Fast track would allow
trade officials to negotiate a trade treaty without fear of it later being amended in Congress (see
NotiSur, 05/02/97). If fast track is approved and negotiations for Chile's entrance into NAFTA begin,
officials on both sides say the Canadian agreement should make talks smoother. "In every sense this
is a positive agreement," said Sen. Andres Zaldivar of the Partido Democrata Cristiano (PDC). "It
leaves us on a good footing to reach a trade agreement later with the US."
Meanwhile, President Frei said that looming trade disputes between Chilean and US salmon
producers and forestry companies could have been avoided had Chile been a member of NAFTA.
Chilean salmon producers have been accused by their US counterparts of dumping and of receiving
illegal subsidies. The Chilean government has said it will defend the salmon producers against
the charges, which have been filed at the US Commerce Department. A second dispute emerged
recently when Chilean forestry companies denounced a US federal court ruling prohibiting the
government from issuing new import permits for logs and wood chips from three countries,
including Chile. "Developing countries always suffer higher taxes and barriers when they export
higher-value products," said Frei. "International agreements protect our producers. They create
and institutionalize arbitration systems to avoid this type of problem." (Sources: Reuter, 06/30/97,
07/02/97; Inter Press Service, 06/05/97, 07/03/97; Notimex, 07/03/97; Agence France- Presse, 07/04/97)
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